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Attorneys for Arizona Public Service Company i 1W

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

GARY PIERCE, Chairman
BOB STUMP

SANDRA D. KENNEDY
PAUL NEWMAN
BRENDA BURNS

IN THE MATTER OF THE APPLICATION | DOCKET NO. E-01345A-11-0224
OF ARIZONA PUBLIC SERVICE
COMPANY FOR A HEARING TO
DETERMINE THE FAIR VALUE OF THE | REQUEST FOR CLARIFICATION
UTILITY PROPERTY OF THE COMPANY
FOR RATEMAKING PURPOSES, TO FIX
A JUST AND REASONABLE RATE OF
RETURN THEREON, TO APPROVE RATE
SCHEDULES DESIGNED TO DEVELOP
SUCH RETURN,

Arizona Public Service Company (“APS” or “Company”) appreciates
Administrative Law Judge Farmer’s recommendations in this matter and takes no
exception to her proposed Opinion and Order (“ROQO”). Among other important things,
the ROO recommends that the rate case be left open in two instances so as to allow
certain issues to be addressed before the end of the four year rate moratorium in 2016.
Through this request, APS seeks to add language to the ROO that would keep this
docket open to resolve one other specific item: a request by APS to amend the
Company’s Power Supply Adjustor (“PSA”) Plan of Administration in light of the

following recently-discovered issue.
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As part of its “Global Warming Solutions Act” (California Assembly Bill 32),
California has imposed a greenhouse gas cap and trade program. That program requires
entities who sell energy into California to purchase CO2 “allowances” from the
California Air Resources Board, and remit those allowances to the California
Independent System Operator in proportion to the energy sold beginning on January 1,
2013. For APS, the cost of the allowance would be incurred solely for the purpose of
and in conjunction with making an off-system sale into California, just like the fuel and
purchased power costs that are currently recovered through the PSA. When APS sells
energy off-system, the net revenue generated credits the PSA and lowers the amount that
APS customers pay for fuel. The off-system sales revenue credit is calculated in two
parts: the revenue generated by the off-system sale and the cost incurred to make that
sale. Under the Settlement Agreement, 100% of the difference between the cost of the
sale and the revenue it generates reduces the PSA charge, entirely to the benefit of
customers.

Until recently, APS believed that the cost of the CO2 allowance would be
recovered through a FERC account already authorized for recovery through the PSA
(Account 411 — Sales of Emission Allowances). However, FERC’s Chief Accountant
provided guidance to APS that these allowances should instead be recorded in a
different account: Account 509 — a FERC account not specified under APS’s kexisting
PSA Plan of Administration. If APS cannot net the cost of CO2 allowances against the
gross revenues received from off-system sales into California, the Company would lose
money on every megawatt-hour sold in California. See example attached as Exhibit A.

Although the intent of the Settlement’s proposed PSA is for APS customers to
receive all the benefit of off-system sales, it was neither intended nor would it be
reasonable to expect APS to absorb a loss on all such sales into California. APS would
instead likely sell into other markets where the net revenue may not be as high and thus

be less beneficial for customers.
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To address this issue and enable APS to continue to make off-system sales into
California for the full benefit of APS customers before the Company’s next rate case,
APS asks that this rate case docket be held open to allow APS to seek to modify the PSA
Plan of Administration and add Account 509 to the list of FERC accounts authorized for
recovery through the PSA. This change would be made for the sole purpose of
recovering the cost of CO2 allowances. APS will apply to make this change in
sufficient time for it to take effect in conjunction with APS’s February 2013 PSA
compliance filing.

See proposed ordering language attached as Exhibit B.

RESPECTFULLY SUBMITTED this 10" day of May, 2012.

S~

Attorneys for Arizona Public Service Company

ORIGINAL and thirteen (132hcopies
of the foregoing filed this 10™ day of
May, 2012, with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

COPY of the foregoing mailed/delivered this
10™ day of May, 2011 to:

Lyn Farmer Steve Olea

Chief Administrative Law Judge Utilities Division

Arizona Corporation Commission Arizona Corporation Commission
1200 W. Washington 1200 W. Washington

Phoenix, AZ 85007 Phoenix, AZ 85007

Janice Alward Daniel Pozefsky

Legal Division Chief Counsel

Arizona Corporation Commission RUCO

1200 W. Washington 1110 W. Washington

Phoenix, AZ 85007 Phoenix, AZ 85007
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C. Webb Crockett

Attorney for Freeport-McMoRan and
AECC

Fennemore Craig

3003 N Central Avenue, Suite 2600
Phoenix, AZ 85012-2913

David Berry
Western Resource Advocates

P.O. Box 1064
Scottsdale, AZ 85252-1064

Michael A. Curtis

Attorneys for Town of Wickenburg and
Town of Gilbert
Curtis, Goodwin,
Schwab, P.L.C.

501 E Thomas Road
Phoenix, AZ 85012-3205

Sullivan, Udall &

Melissa A. Parham

Attorneys for Town of Wickenburg and
Town of Gilbert

Curtis, Goodwin, Sullivan, Udall &
Schwab, P.L.C.

501 E Thomas Road
Phoenix, AZ 85012-3205

Stephen J. Baron

Consultant for The Kroger Co.

J. Kennedy & Associates

570 Colonial Park Drive, Suite 305
Roswell, GA 30075

John William Moore, Jr.
Attorneys for The Kroger Co.
7321 North 16th Street
Phoenix, AZ 85020

Michael W. Patten, Esq.

Attorneys for TEP

Roshka DeWulf & Patten, PLC

One Arizona Center, 400 E. Van Buren
Street, Suite 800

Phoenix, AZ 82004

Timothy Hogan

Attorney for WRA/ASBA/AASBO
Arizona Center for Law in the Public
Interest

202 E. McDowell Road, Suite 153
Phoenix, AZ 85004

Barbara Wyllie-Pecora
14410 W. Gunsight Dr.
Sun City West, AZ 85375

William P. Sullivan

Attorneys for Town of Wickenburg and
Town of Gilbert
Curtis, Goodwin,
Schwab, P.L.C.

501 E Thomas Road
Phoenix, AZ 85012-3205

Sullivan, Udall &

Jeffrey W. Crockett
Attorney for Arizona
Realtors

Brownstein Hyatt Farber Schreck LLP
One East Washington Street, Suite 2400
Phoenix, AZ 85004

Association of

Kurt J. Boehm, Esq.

Attorneys for The Kroger Co.
BOEHM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, OH 45202

Jeff Schlegel
SWEEP Arizona Representative

1167 W. Samalayuca Drive
Tucson, AZ 85704-3224

Michael M. Grant

Attorneys for Arizona Investment Council
Gallagher & Kennedy, P.A.

2575 E. Camelback Road

Phoenix, AZ 85016-9225
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Bradley S. Carroll, Esq.

Tucson Electric Power Company

One South Church Avenue, Suite UE 201
Tucson, AZ 85701

Gary Yaquinto

President & CEO

Arizona Investment Council

2100 N. Central Avenue, Suite 210
Phoenix, AZ 85004

Greg Patterson

Attorney for Arizona Competitive Power
Alliance

Munger Chadwick

2398 E. Camelback Road, Suite 240
Phoenix, AZ 85016

Craig A. Marks

Attorney for AARP

10645 N. Tatum Blvd. Ste. 200-676
Phoenix, AZ 85028

Jeffrey J. Woner

K.R. Saline & Associates., PLC
160 N. Pasadena, Suite 101
Mesa, AZ 85201

Scott Wakefield

Attorney for Walmart

Ridenour, Hienton & Lewis, PLLC
201 N. Central Ave. Suite 3300
Phoenix, AZ 85004-1052

Laura Sanchez

NRDC

5736 Valle Alegre NW
Albuquerque, NM 87120

Amanda Ormond

Southwest Representative

Interwest Energy Alliance

7650 S. McClintock Dr., Suite 103-282
Tempe, AZ 85284

Cynthia Zwick
1940 E. Luke Avenue
Phoenix, AZ 85016

Karen S. White

Attorney for Federal Executive Agencies
Air Force Utility Law Field Support Center
AFLOA/JACL-ULFSC, 139 Barnes Drive
Tyndall AFB, FL. 32403

Nicholas J. Enoch

Attorney For IBEW 387, 640, 769
Lubin & Enoch, P.C.

349 North Fourth Ave.

Phoenix, AZ 85003

Jay 1. Moyes

Moyes Sellers & Hendricks

1850 N. Central Ave., Suite 1100
Phoenix, AZ 85004

Lawrence Robertson, Jr.

Attorney for SWPG/Bowie/Noble
Attorney At Law
P.O. Box 1448
Tubac, AZ 85646
Steve Chriss

Senior Manager,
Analysis

Walmart Stores

2011 S.E. 10th Street
Bentonville, AR 72716-0550

Energy Regulatory

Douglas Fant

Law Offices of Douglas V. Fant

3655 W. Anthem Way, Suite A-109, PMB
411

Anthem, AZ 85086




1
) Exhibit A
3
4 BEFORE CALIFORNIA CAP AND TRADE
Sales Revenue $ Fuel Cost $ CO2 Allowance Net Margin $
5 Cost $
6 (Account 447) (Account 501) (Account 509)
100 50 0 50
7
8
9 AFTER CALIFORNIA CAP AND TRADE
Sales Revenue $ Fuel Cost $ CO2 Allowance Net Margin $
10
Cost $
11 (Account 447) (Account 501) (Account 509)
105’ 50 5 50
12
13
AFTER CALIFORNIA CAP AND TRADE WITH NO RECOVERY OF CO2
14 ALLOWANCE THROUGH THE PSA
15 Sales Revenue $ Fuel Cost $ CO2 Allowance Net Margin $
16 Cost $
(Account 447) (Account 501) No Recovery
17 105’ 50 5 55
18
191 1- Assumes market prices increase to reflect the cost of carbon credits.
2. If the CO2 allowance cost is not netted against this higher level of margin for
20 PSA purposes, APS would pass more off-system sales margin through the PSA
21 than it actually realizes on the sale ($55 compared to $50, in the above example).
22
23
24
25
26
27
28
-6-
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Exhibit B

Insert new Ordering Paragraph at page 46, line 10:

IT IS FURTHER ORDERED that this rate case docket shall be held open to allow APS
to seek to amend the PSA Plan of Administration in order to reflect the inclusion of
FERC Account 509 so as to permit Arizona Public Service Company to offset the cost
of CO2 allowances needed for off-system sales to California against revenues received

from such sales.




